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Dominion Homes is a leading
builder of single-family homes in
the Central Ohio and Louisville,
Kentucky markets. Our Company
enjoys a widespread reputation
tor building high-quality homes
in well-designed communities.

We offer three distinct series
of homes that are differentiated
by size, price, and standard
features. This product diversity
allows us to target specific market
scgments and appeal o a wide
range of homebuyers. Our homes
range from starter homes for
under $100,000 to execurtive
homes above $300,000.



SELECTED CONSOLIDATED FINANCIAL DATa

The following table sets forth our selected consolidated financial and operating data as of the dates and for
the periods indicated. This table should be read together with “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and our Consolidated Financial Statements, including the
"Notes thereto, appearing elsewhere herein.

Year Ended December 31,
2002 2001 2000 1999 1998
(dollars in thousands, excepr per share data)

Consolidated Statement of Operations Data

. Revenues $ 491,706 $ 395,701 $ 326,415 $ 277,577 $ 264,937
Cost of real estate sold 376,753 305,430 261,081 224,474 215,177
Gross profit 114,953 90,271 65,334 53,103 49,760
Selling, general and administrative 64,492 52,491 40,808 33,601 28,650
Income from operations 50,461 37,780 24,526 19,502 21,110
Interest expense 8,675 11,667 9,125 6,024 4,557
Income before income taxes 41,786 26,113 15,401 13,478 16,553
Provision for income raxes 17,291 10,987 6,342 5,460 6,942
Net income $ 24,495 $ 15,126 $ 9,059 $ 8,018 $ 9,611
Basic earnings per share $ 3.36 $ 2.38 $ 1.42 $ 1.27 $ 1.53
Diluted earnings per share $ 3.28 $ 2.30 3 1.39 $ 1.23 $ 1.46
Weighted average shares-basic 7,282,900 6,351,343 6,363,131 6,318,148 6,275,388

_ Weighted average shares-diluted 7,457,985 6,575,026 6,496,720 6,495,796 6,586,752

Consolidated Balance Sheet Data (at period end)

Real estate inventories $ 262,855 $ 230,024 $ 184,474 $ 159,180 $ 125,153
Tortal assets 287,737 254,546 201,193 174,059 135,356
Long‘term obligations 115,485 133,869 108,804 97,058 64,876
Shareholders” equity 132,981 81,567 67,888 58,730 50,228

Operating Data (unaudited)

Homes (in units)

Sales contracts, net of cancellations 2,577 2,309 1,785 1,680 1,783

Closings 2,591 2,054 1,798 1,641 1,735

Backlog at period end 1,018 1,032 777 790 751
Aggregate sales value of homes

in backlog at period end $194,176 $ 201,211 $ 153,921 $ 140,220 $ 129,241




Doug Borror, Chairman and Chief Executive Officer
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DEAR SHAREHOLDERS, CUSTOMERS, 1EAM MEMBERS AND FRIENDS,

The numbers tell the story of our record year. In
2002, our diluted earnings per share increased to
$3.28 from $2.30 in 2001. This increase occurred
despite the fact that we sold an additional 1,503,900
of our common shares during the summer of 2002.

A number of factors have contributed to this
excellent news:

@ [ncreased Market Share. Our market share in
Central Ohio increased from 24% to 28% in 2002.

< Preeminence in Louisville. After just four years,
our Louisville division is the largest builder in
the area, with approximately 5% of the market.

« More Affordable Homes. Our Celebration and
Tradition series now have streamlined building
processes, better cost efficiencies, shorter build
times, and higher quality construction.

= New Entry-Level Product. Our Independence
Series experienced tremendous growth. This
series was responsible for our market share gain

in Central Ohio.

@ More Mortgage Originations. Dominion Homes
Financial Services* improved its capture rate to
93% of all Dominion Homes” mortgages.

= [mproved Financial Flexibility With $27.4 million
from a public offering, plus record net earnings,
we have dramatically improved our financial
flexibility. The debt-to-total capitalization percentage
as of December 31, 2002 was 46%, down from
62% at December 31, 2001.

As we enter 2003, we continue to be a results-driven
organization, focused on producing excellent results
for our shareholders and an excellent product for our
customers. We believe our future to be brighter than
ever. We invite you to continue to share in that future.

Sincerely,

/Q%/C.&w\

Douglas G. Borror
Chairman & CEO




1t’s one thing ro know your customers.
It’s quite another to offer them the best of everything and still have a record year.




Theyre 2 g" 3 é‘} years old.
Make about $ S 69 00O a year.

Want the best of everything.

And just found out they don’t have to wait.

We know our customers. For instance, we know that
some of them think they can’t afford a home of their
own. And we know others who think that everything
they really want is an overpriced option.

So we took action, starting with our Independence
Series. A brand new home for about the price of rent,
with a charming front porch, 2-car garage, and a
hassle-free condominium association.

Then, we launched our new Celebration Series.

Beautiful new homes filled with things that most builders

call options. Kitchen islands, 2 1/2 baths, 12-course
basements. The best of everything right off the bat.

Finally, we took care of our top line customers.
People who always expect the best. All moving into
Tradition Series homes that include a long list of
“custom” features like oversized great rooms, nine-
foot ceilings and spacious garages.

At Dominion Homes, 2002 was the year we
raised the bar again. And proved it with a 24%

increase in revenue.



Our customers are proud of living in a Dominion Home.
In 2002, this resulted in a 43% market share in homes under $150,000.




249 59 ]I ﬁzmi[ie; MovIng into our SO communities.
Strolling on over 21 6 5 48 O feet of new sidewalk.

Relaxing under 4]-9 §@7 friendly, newly-planted shade trees.

And thinking their neighborhood feels just like home.

We know our customers. For instance, we know that
they don’t want to just live in a house, they want to
live in a home. And we know a home is only as special
as the community it’s in.

Thats why we start planning our neighbor-
hoods years in advance. Fill them with extras, like
walking trails, street trees, parks, and ponds. Make
sure they have convenient access. Nearby shopping.

Good schools.

Then, because we believe in quality, every home
comes with a 30-year transferable structural warranty.
So our customers live in neighborhoods with added
resale value and peace of mind.

We understand that what we build today will
still have our name on it tomorrow. A fact our
customers responded to with a 9% fourth quarter
increase during 2002 in new sales contracts. New
year; new possibilities; same high standards.



Choices, quality, and respect for our customer’s time
have resulted in a 62% increase in net income.




I[ 9 9 § 8 3 people a year visit our models.

Choose from 45 unique designs.
With I[ 9 8 gl possible combinations.

That make a home feel like theirs alone from day-one.

We know our customers. For instance, we know
they want a home that fits their lifestyle, whether
they’re nesters or empty-nesters. And we know they
want the home buying experience to be easy,
enjoyable, and most of all, customized to their
unique needs.

That’s where our Dominion HomeStore® comes
in. Customers can see floor plans, learn about neigh-
borhoods, take virtual tours, and even pre-qualify for
a mortgage, all from one comfortable location.

It’s also a smart place to highlight quality standards,

such as Kohler® faucets, Trane® air conditioners and

furnaces, Andersen® wood windows, and GE°
appliances. Because it’s one thing to say that all
Dominion Homes come with standard CAT 3e
Internet-ready wiring; it’s quite another to
demonstrate it.

These kinds of choices: homes from under
$100,000 to over $300,000, thousands of possible
decorating combinations, and quality extras, make
Dominion Homes one of the largest home builders
in Central Ohio. The proof? A 28% share in the
competitive Central Ohio market.



The ability to offer a variety of financing programs helped Dominion Homes Financial Services
capture 93% of all Dominion Homes' mortgages.




In 2002, our team members helped customers make over I[ Z S ) O@O decisions.

Said congratulations with 2 9 59 I closing baskets.

And proved that buying a new home can be easy.

We know our customers. For instance, we know
that the prospect of buying a new home can seem
overwhelming. And that each point of contact is an
opportunity to create an easy and satisfying buying
experience.

First, the team members at Dominion Homes
Financial Services™ make it seamless. Numerous
financing programs, online applications, on-site
representatives, low rates, and mortgage payment
guarantees often make the sale.

Next, the team members in our Decorating
Studios offer options, and help alleviate the

anxiety of making decorating decisions. This
creates a simpler buying experience, increases the
efficiency of our homebuilding process, and
lowers the cost of building.

Finally, construction. MyDominionHome.com
provides a dedicated construction web site for each
customer. Everything from building status to email
communication with construction supervisors is
available 24/7.

Our team members — from those in the front
office to those who work behind the scenes, make
the difference at Dominion Homes.

i1




MANAGEMENT'S DI1SCUSSION AND ANALYSIS OF
FinancialL CoONDITION AND REsuLTsS OF OPERATIONS

Querview

We are a leading builder of high quality, single family homes in Central Ohio (primarily the Columbus
Metropolitan Statistical Area) and Louisville, Kentucky. Our customer driven focus targets entry-level and
move-up buyers. We offer three distinct series of homes that are differentiated by price, size, standard features
and available options. The homes range in price from approximately $100,000 to $300,000 and in size from
approximately 1,000 to 3,300 square feet.

Our net income for 2002 increased 62.3% to a record $24.5 million, or $3.28 per diluted share, from $15.1
million, or $2.30 per diluted share, for 2001. The increase in diluted earnings per share occurred despite the
fact that we sold 1,503,900 of our common shares in a public offering during 2002. The weighted average number
of diluted shares outstanding during the twelve months ended December 31, 2002 increased 13.4% to
7,457,985 from 6,575,026 shares during the twelve months ended December 31, 2001. During 2003, the
diluted earnings per share will be impacted by the full number of common shares issued in the public offering.

Sales contracts for the year ended December 31, 2002 increased 11.6% to 2,577 from 2,309 for 2001 and the
aggregate sales value of 2002 contracts increased 8.8% to $469.3 million from $431.3 million for 2001. Our
backlog on December 31, 2002 was 1,018 sales contracts, with an aggregate sales value of $194.2 million, compared
to a backlog on December 31, 2001 of 1,032 sales contracts, with an aggregate sales value of $201.2 million.

The operating results are due, in part, to a change in product philosophy that we began implementing in 2000
when we changed from being an option based builder targeting the first and second time move-up buyer to a
production builder targeting the entry-level and first time move-up buyer. The strategy was to design more
affordable homes, provide the customer with an easy and satisfying buying experience and streamline the building
process to create cost efficiencies, shorter build times, and higher quality construction. In December 2000, we
introduced our new Independence Series with prices starting at $100,000. The Independence Series has
expanded the porential customer base that can afford our homes. In 2001 and 2002, we simplified and value
engineered our other series of homes, the Celebration and Tradition Series. We have incorporated into our homes
many popular features that our competitors typically offer as options. By decreasing the number of options
available, we have increased the efficiency of our homebuilding process which lowered the cost of building these
homes, decreased the build times necessary to complete them and improved the building experience of our customers.

In 2003, we intend to continue our three point growth strategy which is to (1) increase market share in Central
Ohio primarily by expanding our Independence Series of homes, (2) increase market share in Louisville,
Kentucky, and (3) expand to a new market.

Our market share in Central Ohio increased to 28% in 2002 from 24% in 2001, primarily due to increased
closings from our new entry-level Independence Series of homes. In 2003, we expect to continue to increase
the number of communities in which we offer Independence Series homes.

We have been in the Louisville, Kentucky market for four years and have become the largest single famlly home-
builder in this market with approximately a 5% market share. Our goal in 2003 is to increase our investment
in this subsidiary by 30% to 40%.

We hope to make an announcement concerning a new market by the end of the summer 2003. In evaluating
potential new markets, we look for a market that has many of the following characteristics: (1) a location in the
Midwest, (2) a potential for economies of scale, (3) a highly fragmented homebuilder market, (4) a stable and
diverse economy, (5) demographics similar to our current markets and (6) compatibility with our existing
product offerings.

The early and harsh winter throughout the Midwest, as well as regulatory delays in opening a few communities,
will likely have an impact on our 2003 results. However, our sales in early 2003 have been good so we remain
cautiously optimistic about the year.

On February 10, 2003, we announced that our Board of Directors had authorized the repurchase of up to
250,000 of our common shares. The repurchase plan will end December 31, 2003. The repurchase of common

shares will be funded by internally generated cash and our existing credit facility, and we will hold repurchased
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shares as treasury shares. The repurchase program was implemented due to the Board of Director’s confidence
in our long term prospects and belief that our common shares represent an attractive investment opportunity.
Accordingly, on February 13, 2003, we amended our bank credit facility to increase, from $500,000 to $4 million
in any one year and $7 million during the term of the facility, the dollar amount of our common shares that
we are allowed to repurchase. During the first quarter of 2003, we purchased 147,500 common shares at an
aggregate purchase price of $1.8 million.

Safe Harbor Statement under the Private Securities Litigation Act of 1995

This Report contains various “forward-looking statements” within the meaning of applicable securities laws.
Such statements can be identified by the use of the forward-looking words “anticipate,” “estimate,” “project,”
“believe,” “intend,” “expect,” “hope” or similar words. These statements discuss future expectations, contain
projections regarding future developments, operations or financial conditions, or state other forward-looking
information. These forward-looking statements involve various important risks, uncertainties and other factors
which could cause our actual results for 2003 and beyond to differ materially from those expressed in the
forward looking statements. Included among such important risks, uncertainties and other factors are the
following:

We are particularly affected by national and local general economic, business and other conditions. Our financial
position and results from operations are affected by changes and cycles in national and local general economic, business
and other conditions, most of which are beyond our control. These conditions include:

° Employment levels

° Changing demographics

° Availability and affordability of mortgage financing
» Consumer confidence and housing demand

o Competitive overbuilding

° Availability and cost of building lots

° Availability and cost of materials and labor

o Adverse weather conditions and natural disasters
o Cost overruns

o Inflarion

° Changes in governmental regulations

° Changes in tax laws

* Changes in local government fees

° Availability and cost of rental property and resale prices of existing homes

In addition, domestic terrorist attacks and the threat or the involvement of the United States in international
armed conflict may also adversely affect general economic conditions, consumer confidence and the home-
building markets.

Adverse weather conditions may prevent or delay the construction of homes and reduce the number of
home sales. Poor weather conditions can hinder our construction and development activities, and thereby
increase the cost of constructing our homes and delay the closing of our homes and our recognition of revenue
from such closings. In addition, in cases of prolonged severe weather, potential homebuyers may delay or forgo
the purchase of a home.

Delays in construction of our homes could cause mortgage commitments to expire. Delays in the
construction of a home could cause the mortgage commitment to expire and could require- us, if mortgage
interest rates have increased, to pay significant amounts to the mortgage lender to extend the original mortgage
Interest rates.

We are dependent upon the availability and affordability of residential mortgage financing. Virtually all
purchasers of our homes finance their purchase through third party lenders who offer conventional, FHA and
VA mortgage financing. A material increase in mortgage interest rates or unfavorable changes to these lending
programs would adversely affect the ability of prospective homebuyers, particularly our targeted entry-level
homebuyers, to obtain mortgage financing. We are also dependent upon the availability and cost of mortgage




financing for buyers of the current homes owned by potential purchasers of our homes. Prior to purchasing our
homes, some of our home buyers must sell their current homes, and these sales are dependent upon the
availability and cost of mortgage financing. In addition, because the majority of our homebuyers use FHA mort-
gage financing, a material reduction in the scope or funding of FHA mortgage programs could have a materi-
al adverse effect on our sales.

In particular, a substantial number of our home buyers use down payment assistance programs, which allow
home buyers to receive gift funds from non-profit corporations to be used as a down payment. At one time,
HUD proposed rules which would have prohibited the use of gift fund programs in conjunction with FHA-
insured mortgage loans. HUD subsequently withdrew these proposed rules but has continued to increase its
regulation of gift fund programs. If HUD would prohibit or make materially unfavorable changes to the use of
gift fund programs, we would expect to offer, as we have in the past, a different type of down payment
program. There can be no assurance that any such replacement program would be as attractive to home buyers
as the programs offered today and that our sales would not suffer.

We are significantly leveraged and are dependent upon the availability of financing. We incur significant
up-front expenditures for land acquisition, development and construction costs. We have traditionally financed
these costs with bank borrowings, internally-generated funds and joint venture arrangements. Although we have
not in recent years experiericed problems in obraining financing, we cannot be sure that continued financing
will be available to us in the future, or that any financing available to us will be on favorable terms. Our abilicy
to make payments of principal or interest on, or to refinance our indebtedness, will depend on our future oper-
ating performance and successful execution of our business strategy.

Developing our own land and building inventory homes involves significant risks. We currently are
developing approximately 90% of the communities in which we are building homes. Therefore, our short- and
long-term financial success is and will continue to be dependent upon our ability to acquire land, adjust our
strategy for purchasing land, and develop communities successfully. We commit substantial financial and
managerial resources to acquire land and develop the streets, utility services and other infrastructure before any
revenues are generated from the community. We may acquire and develop land upon which we cannot, or
choose not to, build or sell homes. The market value of undeveloped land and building lots fluctuates. We also
build some homes before we obtain non-cancelable sale contracts for those homes. We may have to hold these
unsold inventory homes for an indefinite time prior to a sale. In addition, because market prices fluctuate, we
may have to sell inventory homes at a loss.

Government regulations and environmental considerations affect us in many ways. We are subject to local,
state and Federal requirements concerning zoning, resource protection, building design and construction, and
similar matters. These requirements include local regulations, which impose restrictive zoning and density
requirements to limit the number of homes that can eventually be built within the boundaries of a particular
location. Particularly in the case of local political subdivisions, anti-growth sentiments can lead to ballot measures
that can interfere with or impede our ability to develop land or build homes. These requirements also affect
construction activities, including construction materials, which must be used in home construction, as well as
sales activities and other dealings with home buyers. We also must obrtain licenses, permits and approvals from
various governmental agencies for our development activities, the granting of which are beyond our control.
Obtaining acceptable zoning and overcoming objections of neighborhood groups and citizen activists is becoming
more difficult, time consuming and expensive. There can be no assurance that these issues will not adversely
affect the Company in the furure.

We also are subject to a variety of local, state and Federal requirements concerning the protection of health and
the environment. The particular environmental laws, which apply to any given project, vary greatly according
to the project site and the present and former uses of the property. These environmental laws may result in
delays and cause us to incur substantial compliance costs, including substantial expenditures for pollution and
water quality control. These laws may prohibit or severely restrict development in certain environmentally
sensitive regions. In an effort to avoid major environmental issues in our developments, we have a general
practice of requiring environmental reports from qualified, independent professionals and resolution of identi-
fied environmental issues prior to purchasing land. However, we cannot be sure that we will not incur mate-
rial liabilities relating to the removal of toxic wastes or other environmental matters affecting land that we have
acquired.

Building moratoria may result in periodic delays or may preclude us from developing certain projects. These
moratoria generally result from insufficient water supplies or sewer facilities, delays in utilicy hookups, inadequate




road capacity or anti-growth sentiment within the specific market area or community. These moratoria can
occur before or after we start our operations and without notice or recourse. To date, moratoriums have not had
a material adverse effect on our business.

We operate in two geographic areas. We currently operate in Central Ohio and Louisville, Kentucky. Our
lack of geographic diversity means that adverse general economic or weather conditions in either of these
markets could have a material adverse impact on our operations.

Expansion strategies contain inherent risks. We continually evaluate opportunities to expand into new
markets whether through acquisitions or start-up operations. Any expansion strategy involves many risks. New
markets may prove to be less stable than our current markets and may result in delays, problems and expenses
not typically encountered in our current markets. Regulations in various states may prohibit or impede us from
using some of our community development strategies, such as those utilized with the Independence Series that
require condominium or other high density housing. We may fail to identify suitable acquisition candidates or
complete acquisitions on acceptable terms. The magnitude, timing and nature of acquisitions will depend upon
various factors, including the availability of suitable acquisition candidates, financial resources and skilled
employees to manage the acquired companies, the negotiation of acceptable terms, and general economic and
business conditions. The likelihood of our success in establishing start-up operations also depends on similar
factors, including identification of suitable start-up markets, availability of financial resources and skilled
employees and subcontractors, and general economic and business conditions. In addition, because start-up
operations may require significant lead-time before they generate sufficient revenues to be profitable. Expansion
through acquisitions or start-up operations will require substantial attention from our management team. The
diversion of management’s attention, as well as any other difficulties that may be encountered in the transition
and integration process, could have a material adverse effect on our operations.

Introduction of new product offerings has inherent risks. We have recently introduced and will continue to
introduce new home designs and new community concepts as part of our product offerings. There are significant
risks that we may not accurately predict the tastes or preferences of potential home buyers. A failure to predict
these tastes or preferences could have a material adverse effect on our sales.

We are dependent on key personnel. We have several key executive officers, the loss or prolonged absence of
whom could have an adverse effect on our operations. In particular, the loss of the services or prolonged absence
of Douglas Borror, our Chairman and Chief Executive Officer, or Jon Donnell, our President and Chief
Operating Officer, could have a material adverse effect on our operations. Qur future success will depend on
our continued ability to attract and retain highly skilled and qualified personnel, of which there can be no assurance.

Our results historically vary on a quarterly basis. Our business is significantly affected by changes in
economic cycles, and our revenues and earnings vary with the level of general economic activity in the markets
where we build homes. We historically have experienced, and expect to continue to experience, variability in
revenues and reported earnings on a quarterly basis. A significant percentage of our sales contracts are executed
during the first and second quarters of the year. Closing on a home typically occurs approximately six months
after the date of the sales contract but, with weather and other delays, may take longer. We do not recognize
any revenue on the sale of a home undil the closing occurs. As a result, we historically have experienced higher
closings and revenues during the second half of the year.

We are subject to warranty claims arising in the ordinary course of business that could be costly. As a
homebuilder, we are subject to construction defect and home warranty claims arising in the ordinary course of
business. These claims are common in the homebuilding industry and can be costly. We provide warranties on
our homes for periods as long as thirty years. In the event that we experience greater warranty claims than we
anticipate, we could incur significant expenses which could affect future earnings.

Litigation related to construction defects could adversely affect our business. Litigation related to
construction defects has increased significantly in recent years. The homebuilding industry has experienced
both an increase in the number of individual claims for construction defects as well as increased costs of insur-
ing against such claims.

Cur financial results are subject to inflation and other cost increases. We are not always able to reflect all
cost increases in the prices of our homes because competitive pressures and other factors sometimes require us
to maintain or discount those prices. While we attempt to maintain costs with subcontractors from the date a
sales contract with a customer is accepted until the date construction is completed, we may incur unanticipated
costs which cannot be passed on to the customer.



Material or labor shortages can adversely affect our business. During periods of increased construction
activity, the homebuilding industry has faced shortages in the availability of skilled labor. Waiting for skilled
labor to become available may result in construction delays. The use of less skilled labor to satisfy a skilled labor
shortage may cause quality standards to suffer. Increases in the demand for skilled labor also can result in
increases in the cost of skilled labor. The principal raw materials used in the homebuilding industry are lumber,
brick and concrete as well as plumbing and electrical supplies. While these marerials are generally available from
a variety of sources, they are subject to periodic price fluctuations. In particular, the homebuilding industry has
experienced occasional lumber shortages which produced significant price increases. Because we may not be
able to pass on to our customers price increases in raw materials or labor, future price increases in these items
could have a material adverse effect on our operating margins and earnings.

The homebuilding industry is highly competitive. We compete in each of our geographic markets with
national, regional and local homebuilders, some of which have greater financial, marketing, land acquisition
and sales resources than we do. We compete not only for home buyers, but also for desirable properties,
financing, raw materials and skilled labor. We also compete with the resale market for existing homes, which
some home buyers may prefer over new homes. Additionally, there are many other national and regional home-
builders, many of which have greater financial, marketing, land acquisition and sales resources than we do, that
do not currently have a significant presence in either of our current markets. A concerted effort by these home-
builders to enter or expand their current operations in either or both of our markets could have an adverse
impact on our sales.

We are restricted by covenants in our bank credit facility. Our bank credit facility imposes restrictions on
our operations and activities. Some of the more significant restrictions limite:

e Leases

° Speculative and model home inventory

To $25 million, the aggregate investment in homebuilding operations in markets other than Central Ohio
or Louisville, Kentucky, of which no more than $15 million can be invested in start-up operations

* The amount that we may borrow outside of the bank credit facility and the amount of contingent
obligations that we can assume

* The amount we may borrow under the bank credit facility based upon borrowing base limitations
e The amount of our uncommitted land holdings and unzoned land purchases

* The payment of dividends.

Application of critical accounting policies requires management te make certain estimates and assumptions
that may impact our future financial results. In preparing our financial statements, management is required
to make certain estimates and assumptions that affect the annual and quarterly reported amouncs of assets,
liabilities, revenues and expenses, and disclosures about contingent assets and liabilities. Our acrual results could
be different from these estimates and assumptions. Some of the more critical accounting policies include:

° Reserves to reduce our real estate inventories to net realizable values

* Estimates for construction costs for homes closed

° Reserves for the estimated warranty cost of homes

* Estimates of the costs to complete land development

¢ Estimates of the annualized capitalization rate for indirect overhead and other expenses

* Estimate of the annual effective tax rates in interim periods.

SEASONALITY AND VARIABILITY IN (QUARTERLY RESULTS

We experience significant seasonality and quarter-to-quarter variability in our homebuilding activity. Typically,
closings and related revenues increase in the second half of the year. We believe this seasonality reflects the
tendency of homebuyers to shop for a new home in the spring with the goal of closing in the fall or winter.
Weather conditions can also accelerate or delay the scheduling of closings.




The following table sets forth certain data for each of the last eight quarters:

Backlog at

Three Months Ended Revenues Sales Contracts Closings Period End
(in thousands) (in units) (1) (in units) (in units)

Mar. 31, 2001 $ 67,362 706 347 1,136
June 30, 2001 $ 90,649 589 466 1,259
Sept. 30, 2001 $121,053 484 631 1,112
Dec. 31, 2001 $116,637 530 610 1,032
Mar. 31, 2002 $ 98,378 717 518 1,231
June 30, 2002 $133,162 625 702 1,154
Sept. 30, 2002 $139,360 605 724 1,035
Dec. 31, 2002 $120,806 630 647 1,018

(1) Net of cancellations

At December 31, 2002, the aggregate sales value of homes in backlog was $194.2 million compared to $201.2
million at December 31, 2001. At December 31, 2002, the average sales value of homes in backlog was
$190,743 compared to $194,972 at December 31, 2001.

REesuLTs OF OPERATIONS

The following table sets forth, for the periods indicated, certain items from our Consolidated Statements of
Operations expressed as percentages of total revenues, as well as certain operating data:

Year Ended December 31,
Consolidated Statements of Operations Data 2002 2001 2000
Revenues 100.0% 100.0% 100.0%
Cost of real estate sold 76.6 77.2 80.0
Gross profit 23.4 22.8 20.0
Selling, general and administrative 13.1 13.3 12.5
Income from operations 10.3 9.5 7.5
Interest expense 1.8 2.9 2.8
Income before income taxes 8.5 6.6 4.7
Provision for income taxes 3.5 2.8 1.9
Net income 5.0% 3.8% 2.8%
Operating Data (unaudited)
Homes:
Sales contracts, net of cancellations 2,577 2,309 1,785
Closings 2,591 2,054 1,798
Backlog at period end 1,018 1,032 777
Average sales price of homes closed during the period (in thousands) $ 185 $ 189 $ 181
Average sales value of homes in backlog at period end (in thousands) $ 191 $ 195 $ 198
Aggregate sales value of homes in backlog at period end (in thousands)  $194,176 $201,211 $153,921

We include a home in “sales contracts” when a home buyer signs our standard sales contract, which requires a
deposit and generally has no contingencies other than for buyer financing or for the sale of
an existing home, or both. We recognize revenue and cost of real estate sold at the time of closing. “Closings”
or “deliveries” occur when we deliver the deed to the buyer and we receive payment for the home. We include
a home in “backlog” when a home buyer signs our standard sales contract, but the closing has not occurred as
of the end of the period.
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Homes included in “sales contracts” in the foregoing table are net of cancellations. Most cancellations occur
when homebuyers cannot qualify for financing. While most cancellations occur prior to the start of construction,
some cancellations occur during the construction process. The cancellation rates for homes in backlog as of
December 31, 2001, 2000, and 1999 were 11.6%, 15.3%, and 11.6%, respectively.

We annually incur a substantial amount of indirect construction costs, which are essentially fixed in nature. For
purposes of quarterly financial reporting, we capitalize these costs to real estate inventories based on the ratio
of estimated annual indirect costs to direct construction costs to be incurred. Thus, variations in construction
activity cause fluctuations in interim and annual gross profits.

2002 Compared to 2001

Revenues. Our revenues for 2002 increased by 24.3% to $491.7 million from the delivery of 2,591 homes
compared to revenues for 2001 of $395.7 million from the delivery of 2,054 homes. This $96.0 million increase
in revenues was primarily due to the delivery of 537 more homes resulting from an overall improvement in build times
in all series of homes. Included in the 2,054 homes delivered in 2001 were 15 homes, with a sales value of $2.2
million that we sold to unaffiliated third parties and leased back for use as model homes and sales offices. We did
not sell and leaseback any homes in 2002. As expected, the average price of homes delivered in 2002 decreased
2.1% or $4,000 to $185,100 from $189,100 in 2001. The lower average price of delivered homes in 2002 was
the result of closing a larger percentage of our new entry-level series of homes.

Included in revenues are other revenues, consisting principally of fees from the Company’s mortgage financing
services subsidiary. During 2002, these other revenues increased by 61.1% to $11.6 million of which $10.8
million was from mortgage financing service fees. Other revenues for 2001 amounted to $7.2 million, $7.1 million
of which was from mortgage financing service fees.

Gross Profit. Our gross profit for 2002 increased by 27.3% to $115.0 million from $90.3 million for 2001.
The primary reasons for the 2002 increase in gross profit were the larger number of homes delivered during
2002, the reduced cost associated with mortgage financing contributions due to falling incerest rates and
increased mortgage financing service fees.

Selling, General and Administrative Expenses. Our selling, general and administrative expenses for 2002
increased by 22.9% to $64.5 million from $52.5 million for 2001. The primary reasons for the increase in selling,
general and administrative expenses for 2002 were the higher sales commissions associated with the sale of more
homes, payment of higher compensation due to improved profits and general and administrative expenses of
our mortgage financing services subsidiary.

Interest Expense. Our interest expense for 2002 decreased by 25.6% to $8.7 million from $11.7 million for
2001, as a result of the reduction of debt from our sale of common shares and a lower average borrowing rate.
The average revolving line of credit borrowings outstanding were $117.4 million and $126.4 million for 2002
and 2001, respectively. The weighted average rate of interest under the revolving line of credit was 6.2% for
2002 compared to 7.7% for 2001.

Provision for Income Taxes. Our income tax expense for 2002 increased to $17.3 million from $11.0 million
for 2001. The Company’s estimated annual effective tax rate decreased to 41.4% for 2002, from 42.1% for 2001.

2001 Compared to 2000

Revenues. Our revenues for 2001 increased by 21.2% to $395.7 million from the delivery of 2,054 homes
compared to revenues for 2000 of $326.4 million from the delivery of 1,798 homes. This $69.3 million increase
in revenues was primarily due to the delivery of 256 more homes at a higher average delivery price and the
increased revenues from the morcgage financing services subsidiary. Included in the 2,054 homes delivered in
2001 were 15 homes, with a total sales value of $2.2 million that we sold to unaffiliated third parties and leased
back for use as model homes and sales offices. The average price of homes delivered in 2001 increased to
$189,100 from $180,800 in 2000, an increase of $8,300, or 4.6%, per home. Lower mortgage interest rates
and increased FHA mortgage limits during 2001, allowed our homebuyers to buy more expensive homes while
minimizing their required down payments. Included in revenues are other revenues, consisting primarily of
revenues from our mortgage financing services subsidiary and the sale of land. These other revenues during
2001 amounted to $7.2 million, of which $7.1 million was from mortgage financing service fees, compared to
other revenues during 2000 of $1.4 million, of which $1.0 million was from mortgage financing service fees.




Gross Profit. Our gross profit for 2001 increased by 38.2% to $90.3 million from $65.3 million for 2000. This
$25.0 million increase was primarily due to the delivery of more homes, the increase in the average sales price
of delivered homes, the reduced costs we paid on our home buyers’ mortgage financing, the increased revenues
from the mortgage financing services subsidiary and a reduction in direct construction costs.

Selling, General and Administrative Expenses. Our selling, general and administrative expenses for 2001
increased by 28.6% to $52.5 million from $40.8 million for 2000. This $11.7 million increase was primarily
due to the increased variable costs associated with delivering more homes at a higher average sales price and of
operating the mortgage financing services subsidiary.

Interest Expense. Our interest expense for 2001 increased by 27.9% to $11.7 million from $9.1 million for
2000. This $2.6 million increase was due to the higher average borrowings under our bank credir facility. The
increased borrowings were somewhat offset by the lower weighted average interest rate we paid during 2001.
We incurred higher average borrowings due to having more homes and more expensive homes under
construction during 2001 and we increased our investment in real estate inventories. The average borrowings
outstanding under our bank credit facility were $126.4 million for 2001 compared to $110.4 million for 2000.
The weighted average rate of interest on our total borrowings was 7.7% for 2001 compared to 8.5% for 2000.

Provision for Income Taxes. Our income tax expense for 2001 increased by 73.2% to $11.0 million from $6.3
million for 2000. Our estimated annual effective tax rate for 2001 increased to 42.1% from 41.2% for 2000.

Liquidity and Capital Resources

Historically, our capital needs have depended upon sales volume, asset turnover, land acquisition and inventory
levels. Our traditional sources of capital have been internally generated cash, bank borrowings and seller financing,
We have incurred indebtedness in the past and expect to incur indebtedness in the future to fund our operations
and our investment in land.

Sources and Uses of Cash For the Three Year Period Ended December 31, 2002

During 2002, we generated $29.0 million of cash flow from operations before expenditures on real estate
inventories. We also raised approximately $27.4 million in cash from the sale of 1,503,900 common shares, and
we used this cash to reduce debt under our bank credit facility. Our real estate inventories increased by $33.7
million because homes under construction increased by $10.7 million and land and land development and
other costs increased by $23.0 million. We utilized cash from operations together with borrowings under our
bank credit facility to finance the increase in real estate inventories.

During 2001, we generated $27.7 million of cash flow from operations before expenditures on real estate
inventories. Our real estate inventories increased by $43.2 million because homes under construction grew by
$25.1 million and land and land development and other costs increased by $18.1 million. We utilized cash from
operations together with borrowings under our bank credit facility to finance the increase in real estate inventories.

During 2000, we generated $15.9 million of cash flow from operations before expenditures on real estate inventories.
Our real estate inventories grew by $25.9 million because homes under construction increased by $6.4 million
and land and land development and other costs increased by $19.5 million. We utilized cash from operations
together with borrowings under our bank credit facility to finance the increase in real estate inventories.

Real Estate Inventories

We are currently developing approximately 90% of the communities in which we are building homes. We
generally do not purchase land for resale. We attempt to maintain a land inventory sufficient to meet our anticipated
lot needs for the next three to five years, At December 31, 2002, we owned lots or land that we estimate could
be developed into 8,499 lots, including 720 lots in Louisville, Kentucky. We controlled through option
agreements or contingent contracts land that we estimate could be developed into 6,957 additional lots, including
369 lots in Louisville, Kentucky. These option agreements expire at various dates through 2009. During 2002,
we exercised options to purchase 2,615 lots, including 511 lots in Louisville, Kentucky. We decide whether to
exercise any particular option or otherwise acquire additional land based upon our assessment of a number of
factors, including our existing land inventory at the time and our evaluation of the future demand for
our homes.
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Our real estate inventories at December 31, 2002, increased $32.9 million to $262.9 million compared to
$230.0 million at December 31, 2001. Real estate inventories include land and land development costs, homes
under construction and other building materials. As of December 31, 2002, land and land development costs
increased to $157.2 million from $134.3 million on December 31, 2001, homes under construction increased
to $102.5 million from $91.7 million on December 31, 2001 and other building material inventories decreased
to $3.2 million from $4.0 million on December 31, 2001. Our land and land development costs increased
principally due to the increased number of sales communities required to support our Independence Series.

We selectively enter into joint ventures with other homebuilders to own and develop communities. The
participants in the joint ventures acquire substantially all of the lots developed by the joint ventures and fund
the development costs of the joint ventures. In certain cases, we may be liable under debt commitments with-
in the particular joint venture. As of December 31, 2002, we were party to one joint venture that finances its
own development activities. We have guaranteed the obligations under the joint venture’s loan agreement up to
$1.2 million, representing our one-half interest. At December 31, 2002, the joint venture had $920,000 in
loans outstanding and the portion guaranteed by us was $460,000.

On December 31, 2002, we had 164 single family inventory homes, including 17 in Louisville, Kentucky, in
various stages of construction, representing an aggregate investment of $14.9 million, compared to 199 single
family inventory homes, including 47 in Louisville, Kentucky, in various stages of construction, representing
an aggregate investment of $17.5 million on December 31, 2001. We do not include inventory homes in sales

or backlog.

Land Purchase Commitments

On December 31, 2002, we had commitments to purchase residential lots and unimproved land at an aggregate
cost of $6.2 million, net of approximately $875,000 in good faith deposits, or guarantees. We intend to
purchase this land over the next few years. On December 31, 2002, we also had $63.2 million of cancelable
obligations to purchase residential lots and unimproved land, net of $1.6 million in good faith deposits or
guarantees. See Note 5 to the Consolidated Financial Statements.

Cancelable obligations consist of options under which we have the right but not the obligation to purchase land
and contingent purchase contracts under which our obligation to purchase land is subject to the satisfaction of
zoning, utilities, environmental, title or other contingencies. We expect to purchase most of the residential lots
and unimproved land that we have under contract, provided we can obtain adequate zoning and if no other
significant obstacles to development arise. We expect to fund our land acquisition and development obligations
from internally generated cash and from the borrowing capacity under our bank credit facility.

Inflation and Other Cost Increases

We are not always able to reflect all of our cost increases in the prices of our homes because competitive pressures
and other factors sometimes require us to maintain or discount those prices. While we attempt to maintain costs
with subcontractors from the date a sales contract with a customer is accepted until the date construction is
completed, we may incur unanticipated costs which cannot be passed on to the customer. For example, delays
in construction of a home can cause the mortgage commitment to expire and can require us, if mortgage interest
rates have increased, to pay significant amounts to the mortgage lender to extend the original mortgage interest
rate. In addition, during periods of high construction activities, we may incur additional costs to obtain sub-
contractors when certain trades are not readily available, which additional costs can result in lower gross profits.

Debt and Other Obligations

On December 31, 2001, we entered into an Amended and Restated $175.0 million Senior Unsecured
Revolving Credit Facility (“the Facility”). Eight banks participate in the Facility, led by Huntington National
Bank, which serves as the Administrative Agent and Issuing Bank under the Facility. For a more detailed
description of the Bank Facility, including restrictions on our business activities, see Note 7 to the Consolidated
Financial Statements.

In addition to the amendments described in Note 7 of the Consolidated Financial Statements, the Facility was

further amended on February 13, 2003 to increase the dollar amount of our common shares that we are allowed
to repurchase from $500,000 to $4.0 million during any fiscal year or $7.0 million in the aggregate after
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December 31, 2001. During the first quarter of 2003, we purchased 147,500 common shares for an aggregate
purchase price of $1.8 million.

The Facility provides for a variable rate of interest on our borrowings. The variable rate is based on either the
bank’s prime rate or the three month LIBOR rate plus a margin based on our interest coverage ratio that ranges
from 1.75% to 2.5% and is determined quarterly. In order to reduce the risks caused by interest rate fluctuations,
we have entered into interest rate swap contracts that fix the interest rate on a portion of our borrowings under
the Facility. Additional information regarding the interest rate swap contracts we have entered into is set forth
below under the heading “Quantitative and Qualitative Disclosures About Market Risk”.

As of December 31, 2002, we were in compliance with the Facility covenants and had $64.9 million available
under the Facility, after adjustment for borrowing base limitations. Borrowing availabilicy under the Facility

could increase, depending on our use of the proceeds of borrowings under the Facility.

We purchased land for development that was partially financed with seller provided term debt with an out-
standing balance of $621,000 at December 31, 2002. We expect to repay this debt during 2003.

The following is a summary of our contractual cash obligations and other commercial commitments at

December 31, 2002 (in thousands):

Payments Due by Period

Total  Less than 1 year 1-3 years 4-5 years After 5 years

Term obligations:
Note payable, banks $111,070 - $111,070 - -
Term debt 621 $ 621 - - -
Capital lease obligations 3,794 1,280 2,492 $ 22 -
Operaring leases 5,928 2,252 3,184 492 -
Land purchase commitments 7,049 5,343 1,706 - -

Total contractual
cash obligations $ 128,462 $ 9,496 $ 118,452 $ 514 $ -

Amount of Commitment Expiration Per Period

Total Amounts
Committed  Less than 1 year 1-3 years 4-5 years After 5 years
Other commercial commitments:
Lertters of credit $ 2,001 $ 267 $ 1,505 $§ 229 $ -
Performance bonds 33,461 32,793 608 60 -
Guarantees 460 460 - - -
Cancelable land contracts 64,753 37,910 21,545 2,973 2,325
Total commercial
commitments $ 100,675 $ 71,430 $ 23,658 $ 3,262 $ 2,325

Recently Issued Accounting Pronouncements

In November 2002, the Financial Accounting Standards Board (the “FASB”) issued FASB Interpretation No.
45 (“FIN 457), “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others, an interpretation of FASB Statements No. 3, 57, and 107 and Rescission
of FASB Interpretation No. 34.” FIN 45 clarifies the requirements of FASB Statement No. 5, Accounting for
Contingencies, relating to the guarantor’s accounting for, and disclosure of, the issuance of certain types of guarantees.
This Interpretation clarifies that a guarantor is required to recognize, at the inception of certain types of guarantees,
a liability for the fair value of the obligation undertaken in issuing the guarantee. The initial recognition and
initial measurement provisions of this Incerpretation are applicable on a prospective basis to guarantees issued
or modified after December 31, 2002, irrespective of the guarantor’s fiscal year-end. The disclosure requirements
in this Interpretation are effective for financial statements of interim or annual periods ending after December
15, 2002. We adopted the disclosure requirements related to product warranties at December 31, 2002. We
are assessing the impact that the adoption of the remaining provisions of this Interpretation will have on our
results of operations and financial position.
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In December 2002, the FASB issued Statement of Financial Accounting Standards No. 148, (“FAS
148”)“Accounting for Stock-Based Compensation — Transition and Disclosure — an amendment of FAS 123”.
The transition and annual disclosure provisions of FAS 148 are effective for fiscal years ending after December
15, 2002. The new interim disclosure provisions are effective for the first interim period beginning after
December 15, 2002. We adopted the disclosure requirements at December 31, 2002.

In January 2003, the FASB issued FASB Interpretation No. 46 (“FIN 467), “Consolidation of Variable Interest
Entities - an interpretation of ARB No. 51.” FIN 46 clarifies the application of Accounting Research Bulletin
No. 51, Consolidated Financial Statements, to certain entities in which equity investors do not have the
characteristics of a controlling financial interest or do not have sufficient equity at risk for the entity to finance
its activities without additional subordinated financial support from other parties. This Interpretation explains
how to identify variable interest entities and how an enterprise assesses its interests in a variable interest entity
to decide whether to consolidate that entity. FIN 46 requires existing unconsolidated variable interest entities
to be consolidated by their primary beneficiaries if the entities do not effectively disperse risks among parties
involved. This Interpretation applies immediately to variable interest entities created after January 31, 2003,
and to variable interest entities in which an enterprise obrtains an interest after that date. It applies in the first
fiscal year or interim period beginning after June 15, 2003, to variable interest entities in which an enterprise
holds a variable interest that it acquired before February 1, 2003. The Company is evaluating the characteristics
of its investments in land development joint ventures and Alliance Title Agency to determine whether these
investments are variable interest entities requiring consolidation under the provisions of FIN 46.

Critical Accounting Policies

The foregoing Management’s Discussion and Analysis of Financial Condition and Results of Operations is
based upon our Consolidated Financial Statements, including the related Notes, which have been prepared in
accordance with accounting principles generally accepted in the United States of America. The preparation of
these financial statements requires us to make estimates and judgments that affect the reported amounts of
assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On an ongoing
basis, we evaluate our estimates including those related to real estate inventories, warranty obligations, and
construction costs for homes closed. We base these estimates on historical trends and experience and on
various other assumptions that we believe to be reasonable under the circumstances. Actual results may differ
from these estimates under different assumptions or conditions.

We believe the following critical accounting policies affect our more significant judgments and estimates used
in the preparation of our Censolidated Financial Statements:

° Reserves to reduce our real estate inventories to net realizable value are recorded using several factors
including management’s plans for future operations, recent operating results and projected cash flows.
These projected cash flows reflect assumptions related to expected future demand and market conditions.
The adequacy of our reserves could be materially affected by changes in market conditions.

¢ Estimates for construction costs for homes closed are recorded in the period when the related home is
closed. These estimates are based on detailed budgets for each home and historical experience and trends.
If actual costs change, significant variances may be encountered.

* Reserves for the estimated cost of homes under warranty are recorded in the period in which the related
home is.closed and are based on historical experience and trends. Should actual warranty experience
change, revisions to the estimated warranty liability would be required.

 Estimates for the costs to complete land development are recorded upon completion of the related land
development project. Estimates for land and land development costs are allocated to development phases
based on the total number of lots expected to be developed within each community and are based on
detailed budgets for the land development project and historical experience and trends. If actual costs
or the total number of lots developed changes, significant variances may be encountered.
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* Estimates for capitalized overhead and interest costs are recorded in real estate inventories for interim
financial reporting purposes. Annualized capitalization rates for indirect overhead and interest are
determined by estimating the total current year projected development costs, indirect construction costs,
interest, closings and ending inventory. If actual costs change, significant variances to quarterly results
may be encountered.

* The Company records income tax liabilities utilizing known obligations and estimates of potential
obligations. A deferred tax asset or liability is recognized whenever there are future tax effects from existing
temporary differences and tax credit carryforwards. The Company records a valuation allowance to reduce
deferred tax assets to the balance that is more likely than not to be realized. The Company uses an estimate
of its annual effective tax rate at each interim period based on the facts and circumstances available at that
time, while the actual effective tax rate is calculated at year-end. If circumstances change, our estimated
annual effective tax rate could change, creating variances in quarterly results.

QUANTITATIVE AND QUALITATIVE DI1SCLOSURES ABOUT MARKET Risk

As of December 31, 2002, we were a party to six interest rate swap contracts with an aggregare notional amount
of $80 million, as reflected in the table below. We enter into swap contracts to minimize earnings fluctuations
caused by interest rate volatility associated with our variable rate debt. The swap contracts allow us to have variable
rate borrowings and to select the level of {ixed rate debt for the Company as a whole. Under the swap contracts,
we agree with other parties to exchange, at specified intervals, the difference between fixed rate and floating rate
amounts calculated by reference to an agreed notional amount. The level of fixed rate debt on December 31,
2002, after considering the effect of the swap contracts, is approximately 72% of total borrowings under the
Facility. We do not enter into derivative financial instrument transactions for speculative purposes. The swap
contracts are more fully described below:

Notional Amount Start Date Maturity Date Fixed Rate
$10 million May 6, 1998 May 6, 2003 5.96%
$20 million Dec. 14, 2000 Jan. 12, 2004 5.98%
$20 million Jan. 12, 2001 Jan. 12, 2005 5.58%
$10 million Mar. 8, 2001 Mar. 8, 2004 5.16%
$10 million Sept. 12, 2001 Sept. 12, 2004 4.54%
$10 million Qct. 23, 2002 Qct. 4, 2005 3.16%

The following table presents descriptions of the financial instruments and derivative instruments that we held
at December 31, 2002. For the liabilities, the table presents principal calendar year cash flows that exist by maturity
date and the related average interest rate. For the interest rate derivatives, the table presents the notional amounts
and expected interest rates that exist by contractual dates. Interest on our variable rate liabilities is LIBOR plus
a variable margin ranging from 1.75% to 2.50%. Cash flows for interest on $80.0 million of the variable rate
liabilities subject to interest rate derivatives is the contractual average pay rate plus the variable margin (1.75%
at December 31, 2002). The notional amount is used to calculate the contractual payments to be exchanged
under the contract. The fair value of the variable rate liabilities at December 31, 2002 and 2001 was
$111,070,000 and $131,511,000, respectively. The fair value of the derivatives at December 31, 2002 was a
liability of $4.2 million and at December 31, 2001 a loss of $3.0 million. We do not expect the loss to be real-
ized because we expect to retain the swap contracts to maturity. All dollar amounts are in thousands.
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Total

2003 2004 2005 2002 2001
Liabilities
Variable rate $ 111,070 $ 111,070 $ 131,511
Average interest rate 6.18% 6.18% 7.70%
Interest rate derivatives
Notional amount $ 80,000 $ 70,000 $ 30,000 $ 80,000 $ 70,000
Average pay rate 5.06% 4.88% 4.37% 5.06% 5.44%
Average receive rate 1.82% 1.82% 1.80% 1.82% 2.20%

MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED
SHAREHOLDER MATTERS
Our common shares are traded on the NASDAQ National Market under the symbol “DHOM.” The following

table sets forth, for the periods indicated, the high and low closing prices for the common shares, as reported
by the NASDAQ National Market.

Sales Prices

Calendar Year Eading December 31, 2003 High Low
First Quarter (Through March 21, 2003) $ 15.00 $ 11.49
Calendar Year Ending December 31, 2002 High Low

First Quarter $19.35 $ 15.01
Second Quarter $25.95 $ 17.64
Third Quarter $21.46 $ 1550
Fourth Quarter $16.73 $ 1289
Calendar Year Ending December 31, 2001 High Low

First Quarter $10.50 $ 7.63
Second Quarter $10.56 $ 793
Third Quarter $ 14.30 $ 892
Fourth Quarter $15.88 $ 876

On March 21, 2003, the last sale price of our common shares, as reported by the NASDAQ National Market,
was $ 14.59 per share, and there were approximately 211 holders of record of our common shares.

We have not ever paid any cash dividends on our common shares. From time to time, our Board of Directors
evaluates the desirability of paying cash dividends. The future payment and amount of cash dividends will
depend upon our financial condition and results of operations, applicable loan covenants and other factors
deemed relevant by our Board of Directors. The provisions of our existing bank credit facility limit the amount
of cash dividends that we may pay during any calendar year to 25% of our net income after taxes for such year.

All of our securities that we sold during 2002 were registered pursuant to the Securities Act of 1933, as amended.




FINANCIAL STATEMENTS
REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Shareholders of Dominion Homes, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations,
of shareholders’ equity and of cash flows present fairly, in all material respects, the financial position of
Dominion Homes, Inc. and its subsidiaries (the “Company”) at December 31, 2002 and 2001, and the resules
of their operations and their cash flows for each of the three years in the period ended December 31, 2002 in
conformity with accounting principles generally accepted in the United States of America. These financial statements
are the responsibility of the Company’s management; our responsibility is to express an opinion on these financial
statements based on our audits. We conducted our audits of these statements in accordance with auditing
standards generally accepted in the United States of America, which require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

frisnZidyecisllpere coP

Columbus, Ohio
February 13, 2003
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Dominion HoMeEs, INnc.
CONSOLIDATED STATEMENTS OF (OPERATIONS

(in thousands, except share and per share amounts)

Year Ended December 31,
2001

2000

2002

Revenues $ 491,706 $ 395,701 $ 326,415
Cost of real estate sold 376,753 305,430 261,081
Gross profit 114,953 90,271 65,334
Selling, general and administrative 64,492 52,491 40,808
Income from operations 50,461 37,780 24,526
Interest expense 8,675 11,667 9,125

Income before income taxes 41,786 26,113 15,401
Provision for income taxes 17,291 10,987 6,342

Net income $ 24,495 $ 15,126 $ 9,059

Earnings per share
Basic $ 3.36 $ 2.38 $ 1.42
Diluted $ 3.28 $ 2.30 $ 1.39

Weighted average shares outstanding
Basic 7,282,900 6,351,343 6,363,131
Diluted 7,457,985 6,575,026 6,496,720

The accompanying notes are an integral part of the consolidated financial statements.
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DominioNn HoMmEs, INc.
CONSOLIDATED BALANCE SHEET

(in thousands, except share information)

December 31,

2002 2001
Assets
Cash and cash equivalents $ 4,121 $ 5,619
Accounts receivable
Trade 283 18
Due from financial institutions for residential closings 2,714 2,864
Real estate inventories
Land and land development costs 157,165 134,293
Homes under construction 102,450 91,734
Other 3,240 3,997
Total real estate inventories 262,855 230,024
Prepaid expenses and other 3,404 3,963
Deferred income taxes 6,901 5,865
Property and equipment, at cost 16,617 12,422
Less accumulated depreciation (9,158) (6,229)
Total property and equipment 7,459 6,193
Tortal assets $ 287,737 $ 254,546
Liabilities and Shareholders’ Equity
Accounts payable $ 7231 $ 9,483
Deposits on homes under contract 2,314 2,684
Accrued liabilities 29,726 26,943
Note payable, banks 111,070 131,511
Term debt 4,415 2,358
Total liabilities 154,756 172,979
Commitments and contingencies
Shareholders’ equiry
Common shares, without stated value, 12,000,000 shares authorized,
8,273,211 shares issued and 8,202,691 shares outstanding on
December 31, 2002 and 6,433,057 shares issued and 6,408,057
shares outstanding on December 31, 2001 61,799 31,850
Deferred compensation (1,784) (332)
Retained earnings 76,446 51,951
Accumulated other comprehensive loss (2,460) (1,730)
Treasury stock, at cost (70,520 and 25,000 shares at December 31, 2002 and 2001, respectively)  (1,020) (172)
Total sharcholders’ equity 132,981 81,567
Total liabilities and shareholders” equity $ 287,737 $ 254,546

The accompanying notes are an integral part of the consolidated financial statements.
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DominioNn HoMmes, INc.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS EQuUITY

(in thousands, except share information)

Deferred Compensation

Accumultated

Other
Common Trust Retained ~ Comprehensive  Treasury
Shares Liabilicy Shares Earnings Income (loss) Stock Total

Balance, December 31, 1999 $ 31,388 $ 1,007 $(1,259) $27,766 $ (172) $ 58,730
Net income 9,059 9,059
Shares awarded and redeemed 223 221) 2
Shares acquired by trust

for deferred compensation (45) (45)
Deferred compensation 142 142
Balance, December 31, 2000 31,611 928 (1,304) 36,825 (172) 67,888
Cumulative effect of

adopting accounting principle $ 94 94
Balance, Jan. 1, 2001, as adjusted 31,611 928 (1,304) 36,825 94 (172) 67,982
Net income 15,126 15,126
Unrealized hedging loss, net

of deferred taxes of $1,255 (1,824) (1,824)
Comprehensive income 13,302
Shares awarded and redeemed 239 (308) (69)
Shares distributed from Trust

for deferred compensation (138) 138
Deferred compensation 352 352
Balance, December 31, 2001 31,850 834 (1,166) 51,951 (1,730) 172) 81,567
Net income 24,495 24,495
Unrealized hedging loss, net

of deferred taxes of $511 (730) (730)
Comprehensive income 23,765
Shares awarded and redeemed 2,598 (1,631) (848) 119
Issuance of common shares 27,351 27,351
Shares distributed from Trust

for deferred compensation (326) 326
Deferred compensation 484 (305) 179
Balance, December 31, 2002 $ 61,799 $ (639) $(1,145) $76,446 $(2,460) $(1,020) $ 132,981

The accompanying notes are an integral part of the consolidated financial statements.

28




DominioNn HomeEs, INcC.

CONSOLIDATED STATEMENTS OF CasH FLows
(in thousands)

Year Ended December 31,

2002 2001 2000
Cash flows from operating activities:
Net income $ 24,495 $ 15,126 $9,059
Adjustments to reconcile net income to cash used in operating activities:
Depreciation and amortization 3,645 2,514 1,864
Reserve for real estate inventories 1,797 1,378 889
Issuance of common shares for compensation 30 26 2
Deferred income taxes (525) (1,643) (1,063)
Changes in assets and liabilities:
Accounts receivable (115) (1,856) (270)
Real estate inventories (33,697) (43,178) (25,862)
Prepaid expenses and other 520 318 928)
Accounts payable (2,252) 3,675 535
Deposits on homes under contract (370) 880 170
Accrued liabilities 1,773 7,263 5,620
Net cash used in operating activities (4,699) (15,497) (9,984)
Cash flows from investing activities:
Purchase of property & equipment (861) (1,879) (1,614)
Net cash used in investing activities (861) (1,879) (1,614)
Cash flows from financing activities:
Payments on note payable, banks (420,602) (334,016) (285,632)
Proceeds from note payable, banks 400,161 359,826 299,025
Payments on term debt (1,341) (4,254) (1,573)
Payment of deferred financing fees (713) (271) (369)
Payments on capital lease obligations (883) (301) (393)
Proceeds from issuance of common shares 27,351 - -
Common shares purchased or redeemed 89 (95) (214)
Net cash provided by financing activities 4,062 20,889 10,842
Net change in cash and cash equivalents (1,498) 3,513 (756)
Cash and cash equivalents, beginning of year 5,619 2,106 2,862
Cash and cash equivalents, end of year $ 4,121 § 5,619 $2,106
Supplemental disclosures of cash flow informarion:
Interest paid (net of amounts capitalized) $ 5,602 $ 2,173 $ 3,097
Income taxes paid $ 16,685 $ 11,435 $ 6,948
Supplemental disclosures of non-cash financing activities:
Land acquired with seller financing $ 931 $ 3,750 $ 321
Capital lease obligations $ 3,350 $ 60 -

The accompanying notes are an integral part of the consolidated financial statements.
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NoTEs TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. Business Operations and Basis of Presentation:

Dominion Homes, Inc. is a single-family homebuilder with operations in Central Ohio and Louisville,
Kentucky. The Company was incorporated in October 1993 in anticipation of its initial public offering of common
shares in March 1994. Prior to the initial public offering, the homebuilding operations were part of BRC
Properties Inc. (“BRC”), formerly known as Borror Realty Company. BRC was incorporated in 1946 and started
building homes in 1976. Donald Borror, the Company’s Chairman Emeritus of the Board, traces his home-
building experience to several homes he constructed in 1952. BRC owned 3,850,424 common shares of the
Company, or 46.9% of its outstanding common shares, at December 31, 2002.

On November 16, 1999, Dominion Homes, Inc. formed Dominion Homes Financial Services, Ltd. (“DHES”)
to provide mortgage-financing services, primarily to its customers. DHFS became operational in second quarter
2000 and by the end of 2000 provided mortgage-financing services to most of the Company’s customers. On
December 30, 1999, Dominion Homes, Inc. formed Dominion Homes of Kentucky, Lid. (“DHK”) to own
and operate the Company’s homebuilding operations in Louisville, Kentucky. DHFS is an Ohio limited liability
company and DHK is a Kentucky limited partnership. Both entities are wholly owned by Dominion Homes,
Inc. The accompanying consolidated financial statements include the accounts of DHFS and DHK. Inter-
company transactions are eliminated in consolidation.

2. Summary of Significant Accounting Policies:

Cash and Cash Equivalents: For purposes of the consolidated statements of cash flows, all highly liquid
investments purchased with an original maturity of three months or less are considered to be cash equivalents.

Real Estate Inventories: Real estate inventories are recorded at cost. Land and land development costs are
allocated to development phases based on the total number of lots expected to be developed within each sub-
division. As each development phase is completed, land development costs, including capitalized interest and
real estate taxes, are then allocated to individual lots. Homes under construction include land development
costs, construction costs, capitalized interest and indirect costs related to development and construction activities.
Indirect costs that do not relate to development and construction activities, including general and administrative
expenses, are charged to expense as incurred. Other inventories consist primarily of lumber and building
supplies.

Management evaluates the recoverability of its real estate inventories using several factors including, but not
limited to, management’s plans for future operations, recent operating results and projected cash flows. The
Company recognized an impairment loss of approximately $1,797,000, $1,378,000 and $889,000 on real
estate inventories for the years ended December 31, 2002, 2001 and 2000, respectively.

Effective January 1, 2002, the Company adopted Statement of Financial Accounting Standard No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No. 1447), which addresses
accounting and reporting standards for the impairment or disposal of long-lived assets. In accordance with this
standard; the Company regularly evaluates the recoverability of real estate inventories consistent with its existing
accounting policies. During 2001, the Company decided to sell certain raw land that was not consistent with
current land development strategies. The carrying value of land held for sale was approximately $3,700,000 at
December 31, 2001 and the land was subsequently sold on April 30, 2002 for approximately $3,800,000. The
cost of this land had been reduced to its estimated net realizable value prior to the adoption of SFAS No. 144.

Property and Equipment: Depreciation and amortization are recognized on the straight-line method at rates
adequate to amortize costs over the estimated useful lives of the applicable assets. The estimated useful lives of
the assets range from three to forty years. Property and equipment includes assets subject to capital leases with
a cost of $2,322,000 and $2,118,000, net of accumulated amortization of $3,108,000 and $994,000 at
December 31, 2002 and 2001, respectively. Depreciation and amortization expense was $2,946,000,
$1,591,000, and $1,099,000 for the years ended December 31, 2002, 2001 and 2000, respectively.

Maintenance, repairs and minor renewals are charged to expense as incurred while major renewals and better-

ments are capitalized and amortized. The asset cost and accumulated depreciation for assets sold or retired is
removed, and any resulting gain or loss is reflected in operations.
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The Company assesses the impairment of property and equipment whenever events or changes in circumstances
indicate that the carrying amount of the asset may not be recoverable from its future undiscounted cash flows.
If it is determined that an impairment has occurred, an impairment loss is recognized for the amount by which
the carrying amount of the asset exceeds its estimated fair value.

Earnings Per Share: Basic earnings per common share is computed by dividing net income available to common
shareholders by the weighted average number of common shares outstanding during each period. Diluted
earnings per common share compurations include common share equivalents, when dilutive. Common share
equivalents include stock options and restricted common shares.

Warranty Costs: The Company provides a two-year limited warranty on materials and workmanship and a
thirty-year warranty against major structural defects. An estimated amount of warranty cost is provided for each
home at the date of closing based on historical warranty experience. Warranty expense was $3,877,000,
$3,351,000 and $3,552,000 for the years ended December 31, 2002, 2001 and 2000, respectively. Accrued
warranty cost was $3,998,000 and $2,568,000 at December 31, 2002 and 2001, respectively.

A reconciliation of the changes in the warranty liability for the year ending December 31, 2002 is as follows:

Balance at the beginning of the period $ 2,568,000
Accruals for warranties issued during the period 1,851,000
Accruals related to pre-existing warranties (including changes in estimares) 2,026,000
Settlements made (in cash or in kind) during the period (2,447,000)
Balance at the end of the period $ 3,998,000

Income Taxes: The Company records income taxes on the liability method. This method requires the recognition
of deferred income taxes for the tax effect of temporary differences between the amount of assets and liabilities
for financial reporting purposes and such amounts as determined by tax regulations based on enacted tax rates.

Revenue Recognition on Sales of Real Estate: The Company recognizes revenues from the sale of homes,
including fees earned for mortgage financing services, at the time it conveys title to the buyer. Accounts receivable
due from financial institutions represent payments to be received on completed closings. Gains on sales of
model homes subject to leasing arrangements are deferred and recognized over the term of the lease.

Capitalization of Interest: The Company capitalizes the cost of interest related to construction costs incurred

during the construction period of homes and land development costs incurred while development activities on
undeveloped land are in process. The summary of total interest is as follows:

Year Ended December 31,

2002 2001 2000
Interest incurred $ 8,339,000 $ 10,869,000 $ 10,430,000
Interest capitalized (4,921,000) (6,626,000) (6,741,000)
Interest expensed directly 3,418,000 4,243,000 3,689,000
Previously capitalized interest charged to expense 5,257,000 7,424,000 5,436,000
Total interest expense $ 8,675,000 $ 11,667,000 $ 9,125,000

Capiralized interest in ending inventory $ 3,495,000 $ 3,811,000 $ 4,609,000
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Deferred Costs: Fees and costs incurred in connection with financing agreements are capitalized as other assets
and amortized over the terms of the respective agreements. Amortization expense was $752,000, $629,000 and
$549,000 for the years ended December 31, 2002, 2001 and 2000 respectively.

Advertising Ceosts: The Company expenses advertising costs when incurred. Advertising expense was $4,592,000,
$4,404,000 and $3,397,000 for the years ended December 31, 2002, 2001 and 2000, respectively.

Stock-Based Compensation: The Company has elected to follow the intrinsic value method to account for
compensation expense related to the award of stock options and to furnish the pro forma disclosures required
under SFAS No. 123, “Accounting for Stock-Based Compensation.” Because the Company’s stock option
awards are granted at prices not less than the fair-market value of the shares at the date of grant, no compensation
expense is recognized for these awards. Compensation expense related to restricted share awards is determined
at the date of grant, recorded as unearned compensation expense and amortized over the vesting period of the
awarded shares. The unearned compensation expense related to such awards is reflected as a reduction of

stockholders’ equity.

Had compensation cost for stock options been determined based on the fair value of awards at the grant dates,
the Company's net income and earnings per share would have been reduced to the pro forma amounts
indicated below:

2002 2001 2000
Net income, as reported $ 24,495,000 $ 15,126,000 $ 9,059,000
Deduct stock-based compensation expense determined (170,000) (190,000} (145,000)
using the fair value method, nert of related tax effects
Pro forma net income $ 24,325,000 $ 14,936,000 $ 8,914,000
Earnings per share
Basic as reported $ 3.36 $ 2.38 $ 1.42
Basic pro forma $ 3.34 $ 2.35 $ 1.40
Diluted as reported $ 3.28 $ 2.30 $ 1.39
Diluted pro forma $ 3.26 $ 2.27 $ 1.37

The weighted average fair value of options granted during the year was $11.73, $7.50 and $4.03 for 2002, 2001
and 2000, respectively. In determining the pro forma amount of stock-based compensation, the fair value of
each option grant is estimated on the date of grant using the Black-Scholes option-pricing model with the fol-
lowing weighted-average assumptions: no dividend yield; expected volatility of 50% for 2002, 2001 and 2000;
risk-free interest rates of 4.6%, 5.2%, and 6.5% for the 2002, 2001 and 2000 Plan options, respectively; and
expected life of G years for the Plan options.

Segment Information: The Company's homebuilding operations, which are conducted in two geographic
regions, have similar characteristics including the product offerings, pricing and margins and as such, have been
aggregated. The Company's mortgage operations directly support its core homebuilding operations and servic-
es to outside parties are rare. Therefore, the mortgage operations and the homebuilding operations have been
aggregated into one reportable segment — the homebuilding segment.

Utilization of Estimates: The preparation of financial statements in conformity with accounting principles gen-
erally accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Recently Issued Accounting Pronouncements: In November 2002, the Financial Accounting Standards Board
(“FASB ) issued FASB Interpretation No. 45 (“FIN 457), “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, an interpretation of
FASB Statements No. 5, 57, and 107 and Rescission of FASB Interpretation No. 34.” FIN 45 clarifies the
requirements of FASB Statement No. 5, Accounting for Contingencies, relating to the guarantor’s accounting
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for, and disclosure of, the issuance of certain types of guarantees. This Interpretation clarifies that a guarantor is
required to recognize, at the inception of certain types of guarantees, a liability for the fair value of the obligation
undertaken in issuing the guarantee. The initial recognition and initial measurement provisions of this
Interpretation are applicable on a prospective basis to guarantees issued or modified after December 31, 2002,
irrespective of the guarantor’s fiscal year-end. The disclosure requirements in this Interpretation are effective for
financial statements of interim or annual periods ending after December 15, 2002. The Company adopted the
disclosure requirements related to product warranties at December 31, 2002. The Company is assessing the
impact chat the adoption of the remaining provisions of this Interpretation will have on its results of operations
and financial position.

in December 2002, the FASB issued Statement of Financial Accounting Standards No. 148 (“FAS 148”),
“Accounting for Stock-Based Compensation — Transition and Disclosure — an amendment of FAS 123”. The
transition and annual disclosure provisions of FAS 148 are effective for fiscal years ending after December 15,
2002. The new interim disclosure provisions are effective for the first interim period beginning after December
15, 2002. The Company adopted the disclosure requirements at December 31, 2002.

In January 2003, the FASB issued FASB Interpretation No. 46 (“FIN 467), “Consolidation of Variable Interest
Entities - an interpretation of ARB No. 51.” FIN 46 clarifies the application of Accounting Research Bulletin
No. 51, Consolidated Financial Statements, to certain entities in which equity investors do not have the
characteristics of a controlling financial interest or do not have sufficient equity at risk for the entity to finance
its activities without additional subordinated financial support from other parties. This Interpretation explains
how to identify variable interest entities and how an enterprise assesses its interests in a variable interest entity
to decide whether to consolidate that entity. FIN 46 requires existing unconsolidated variable interest entities to
be consolidated by their primary beneficiaries if the entities do not effectively disperse risks among parties
involved. This Interpretation applies immediately to variable interest entities created after January 31, 2003, and
to variable interest entities in which an enterprise obtains an interest after that date. It applies in the first fiscal
year or interim period beginning after June 15, 2003, to variable interest entities in which an enterprise holds a
variable interest that it acquired before February 1, 2003. The Company is evaluating the characteristics of its
investments in land development join ventures an d Alliance Title Agency to determine whether these investments
are variable interest entities requiring consolidation under the provisions of FIN 46.

3. Related Entity:

Alliance Title Agency was created in order to provide title insurance to our customers and third parties and to
facilitate the closing of our homes. The Company owns 49.9% of the title insurance agency and reports its
investment using the equity method of accounting. The Company recognized $499,000, $553,000 and
$455,000 as its share of the earnings from this investment for 2002, 2001 and 2000, respectively. The
Company's investment in the title insurance company was $110,000 and $245,000 at December 31, 2002 and
2001, respectively, and is included in other assets in the accompanying consolidated balance sheets.

4. Earnings Per Share:

A reconciliation of weighted average common shares used in basic and diluted earnings per share calculations is
as follows:

2002 2001 2000
Weighted average shares - basic 7,282,900 6,351,343 6,363,131
Common share equivalents 175,085 223,683 133,589
Weighted average shares - diluted 7,457,985 6,575,026 6,496,720

As of December 31, 2002, 2001 and 2000 there were 2,346, 1,033, and 21,045 options, respectively, which
were antidilutive and have been excluded from the respective diluted earnings per share calculations above.
During the first quarter of 2003, the Company repurchased 147,500 common shares.
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5. Land Purchase Commitments:

Purchase contracts for residential lots and unimproved land in Central, Ohio and Louisville, Kentucky at
December 31, 2002 and 2001 were:

2002 2001

Number of expected lots 1,316 1,099
Purchase price $ 7,049,000 $ 16,224,000
Less deposits or guarantees (875,000) (1,229,000)

Net land purchase commitments $ 6,174,000 $ 14,995,000

In addition, at December 31, 2002, the Company had entered into cancelable contracts to purchase residential
lots and unimproved land in Central, Ohio and Louisville, Kentucky of $64,753,000. In order to secure these
cancelable contracts the Company committed deposits or other guarantees of $1,616,000. These cancelable
contracts contain contingencies that may cither delay the completion of the contracts or prevent the contracts
from being completed.

Cancelable contracts expire in the following years:

Year Cancelable Contracts

2003 $ 37,910,000
2004 12,932,000
2005 7,700,000
2006 913,000
2007 1,502,000
Thereafter 3,796,000

$ 64,753,000

6. Land Development Joint Ventures:

The Company has equity interests, generally ranging from 33% to 80%, in joint venture partnerships and limited
liability corporations that are engaged in land development activities. The Company accounts for these investments
using the equity method. Development costs of the joint ventures generally are funded by the participants. The
participants in the joint ventures acquire substantially all of the developed lots. The Company evaluates the
recoverability of its investments in joint ventures using the same criteria as for other real estate inventories. The
Company’s investment in joint ventures, which is included in land and land development costs, was

$13,529,000 and $13,944,000 at December 31, 2002 and 2001, respectively.

In certain cases, the Company may be liable under debt commitments within a particular joint venture. At
December 31, 2002, the Company was party to one joint venture that financed its own development activities.
The Company has guaranteed this joint venture's loan agreement up to $1.2 million, representing its one-half interest
in this joinc venture. This joint venture's development activity is expected to last approximately one to two more
years, by which time the developed lots will have been sold and the Company's guarantee terminated. The
Company believes its exposure under the guarantee is limited because the underlying market value of the land
under development is believed to be greater than the amount of the guarantee. At December 31, 2002, this joint
venture had $920,000 in loans outstanding and the portion subject to the Company’s guaranty was $460,000.



Summary financial information representing 100% of joint venture assets, liabilities and equity as of December
31, 2002 and 2001, are set forth below:

2002 2001
Land and land under development $ 37,051,000 $ 29,747,000
Other assets 1,421,000 1,376,000
Total assets $ 38,472,000 $ 31,123,000
Liabilities $ 4,622,000 $ 2,173,000
Partners’ equity 33,850,000 28,950,000
Total liabilities and partners” equity $ 38,472,000 $ 31,123,000

The revenues, expenses and net income or loss from joint ventures are not material to the Company’s results
of operations.

7. Note Payable, Banks:

On December 31, 2001, the Company entered into an Amended and Restated $175,000,000 Senior Unsecured
Revolving Credit Facility (“the Facility”) that is in effect through May 31, 2005. Eight banks participate in the
Facility, led by Huntington National Bank, which serves as the Administrative Agent and Issuing Bank under
the Facility.

The Facility was amended on June 10, 2002 to reduce the minimum ownership interest, from 50% to 30%,
that the Borror Family is required to hold in the Company before a “change in control” occurs under the Facility.
This amendment permitted the Company and BRC to sell common shares in a public offering. During 2002,
the Company sold an aggregate of 1,503,900 common shares and received net proceeds of approximately
$27,400,000 which were used to reduce debt under the Facility. BRC sold an aggregate of 353,900 common
shares in the public offering.

The Facility was amended on December 31, 2002 to increase to $5,000,000 from $3,000,000 the amount of
capital assets the Company is permitted to lease or finance outside of the Facility, to maintain a combined limit
on operating lease rentals of $5,000,000 for model homes and other operating leases, to increase the tangible
net worth the Company is required to maintain to $110,000,000 plus 75% of 2003 and subsequent year's
consolidated net income (from $73,000,000 plus 75% of 2002 and subsequent year's consolidated net income)
and to reduce the required Leverage Ratio to not greater than 2.25 to 1.00 from 2.50 to 1.00. The changes to
the capital assets and operating lease rentals restrictions were made in order to allow the Company additional
capacity for capital lease obligations and operating lease rentals. The tangible net worth requirement and
Leverage Ratio changes were made as a response to the improved capital structure that resulted from the
Company’s sale of additional common shares earlier in the year.

As of December 31, 2002 the Facility, as amended, contained the following significant provisions: (1) a limit on
aggregate borrowings and letters of credit to the lesser of $175,000,000 or the availability under the borrowing
base; (2) the Company has the option to use any combination of the following methods to price the revolving line
of credit: (a) the bank’s prime rate of interest or (b) a Eurodollar rate of interest plus a variable margin based
upon the ratio of EBITDA to Interest Expense (“Interest Coverage Ratio”); (3) the Company has agreed to enter
into interest rate contracts in the amount of fifty percent of the outstanding borrowings in the event the
Eurodollar rate (without regard to the variable margin) becomes 8.50% per annum or greater; (4) the Company
has agreed to the following ratios: (a) Interest Coverage Ratio of not less than 2.25 to 1.00 determined quarterly
and based upon the preceding four quarters; (b) total liabilities to tangible net worth (leverage ratio) of not greater
than 2.25 to 1.00; (5) the Company has agreed to maintain ac all times a ratio of uncommitted land holdings
to tangible net worth not greater than 2.00 to 1.00; (6) the Company may not, without lender approval, exceed
the aggregate sum of $25,000,000 for investments in uncommitted land holdings, speculative homes, model
homes and acquisitions of companies in the homebuilding industry outside of Central Ohio or metropolitan
Louisville, Kentucky, and the Company may not invest more than $15,000,000 on any single market outside
of Central Ohio or metropolitan Louisville, Kentucky; (7) the Company must maintain a tangible net worth of
not less than $110,000,000 plus 75% percent of annual net income beginning with the fiscal year ending
December 31, 2003; (8) other borrowings may not exceed the aggregate principal sum of $10,000,000, of which
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additional debt or capital lease obligations may not exceed $5,000,000; provided that the Company may borrow
up to $3,000,000 (in addition to the $10,000,000 of other borrowings) of non-recourse indebtedness from
sellers of real estate if such additional non-recourse borrowings are fully reserved under the
borrowing base; (9) the Company may not exceed $5,000,000 of annual operating lease rentals; (10) the
Company may not purchase, without lender approval, unzoned land in excess of $2,500,000; (11) the
Company may not permit the value of its inventory homes to exceed $20,000,000, its fall foundation inventories
to exceed 200 homes or $9,000,000 and its model homes to exceed $6,500,000; (12) the Company may not
incur a loss during any five consecutive quarters; (13) the Company may not pay dividends during any calendar
year in excess of twenty-five percent of its consolidated net income after taxes for such year and (14) the
Company may not repurchase more than $500,000 (which amount was increased by an amendment dated
February 13, 2003 to $4,000,000 during any one year and $7,000,000 in the aggregate from December
31, 2001) of common shares of Dominion Homes, Inc. during any fiscal year.

The Facility provides for a variable rate of interest on its borrowings. In order to reduce the risks caused by interest
rate fluctuations, the Company has entered into interest rate swap contracts that fix the interest rate on a portion
of its borrowings under the Facility. The Company’s intention is to maintain a fixed rate of interest on not less
than 50% of its outstanding borrowings. However, market conditions and timing effect the Company’s
ability to maintain this balance between fixed and variable interest rates. As of December 31, 2002 the
Company had fixed the interest rate on 72%, or $80,000,000, of bank borrowings using interest rate swap
contracts (“Contracts”). Included in the interest rate swaps at December 31, 2002 were a $10,000,000 interest
rate swap at 5.96% that matures May 6, 2003, a $20,000,000 interest rate swap at 5.98% that matures January
12, 2004, a $20,000,000 interest rate swap at 5.58% that matures January 12, 2005, a $10,000,000 interest
rate swap at 5.16% that matures March 8, 2004, a $10,000,000 interest rate swap at 4.54% that matures
September 12, 2004 and a $10,000,000 interest rate swap at 3.16% that matures October 4, 2005. The fixed
interest rates noted for the above interest rate swaps do not include a variable margin that the Company also
pays that is based on the Company’s Interest Coverage Ratio. The variable margin ranges from 1.75% to 2.50%
and is determined quarterly (1.75% at December 31, 2002). The fair value of the interest rate swap contracts
was a liability of $4,000,000 at December 31, 2002.

As of December 31, 2002, the Company was in compliance with the Facility covenants and had
$64,900,000 available under the Facility, after adjustment for borrowing base limitations. Borrowing availability
under the Facility could increase, depending on the use of proceeds of borrowings under the Facility. Amounts
outstanding under the Facility were $111,070,000 and $131,511,000 as of December 31, 2002 and 2001,

respectively.

The Company had $2,001,000 in irrevocable lecters of credit and $33,500,000 of performance bonds
outstanding at December 31, 2002. The letters of credit and performance bonds were issued to munici-
palities and other individuals to ensure performance and completion of certain land development activities and
as collateral for land purchase commitments. The Company does not anticipate incurring any liabilities with
respect to the letters of credit and performance bonds.

Information regarding the bank borrowings is summarized as follows:

2002 2001 2000
Borrowings outstanding:
Maximum amount $ 143,270,000 $ 138,652,000 $ 118,738,000
Average amount $ 117,448,000 $ 126,418,000 $ 110,444,000
Weighted average daily interest rate during the year 6.2% 7.7% 8.5%
Interest rate ac December 31 6.4% 7.6% 8.8%
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8. Term Debt:

Term debt consisted of the following as of December 31:

2002 2001
Mortgage note due in December 2003 $ 621,000 -
8% mortgage note due in installments through April 2002 - $ 875,000
8% mortgage note due in installments through May 2002 - 154,000
Capiral lease obligations due in installments through June 2007 3,794,000 1,329,000
Tortal term debt $ 4,415,000 $ 2,358,000
Term debt matures in years subsequent to December 31, 2002 as follows:
Term Debt Capital Lease Total
2003 $621,000 $1,567,000 $2,188,000
2004 1,567,000 1,567,000
2005 888,000 888,000
2006 169,000 169,000
2007 23,000 23,000
621,000 4,214,000 4,835,000
Less amounts representing interest (420,000) (420,000)
$621,000 $ 3,794,000 $4,415,000

9. Operating Lease Commitments:

Rent expense charged to operations is primarily for model homes, vehicles, equipment and office facilities,
including month-to-month leases and non-cancelable commitments. Rent expense amounted to $3,401,000,
$3,516,000, and $3,016,000 for the years ended December 31, 2002, 2001 and 2000, respectively. (See also
Note 12 — Related Party Transactions.)

Minimum rental commitments due under non-cancelable leases are as follows:

Year Minimum Rentals
2003 $ 2,252,000
2004 1,504,000
2005 1,016,000
2006 664,000
2007 ' 492,000

$ 5,928,000

10. Derivative Instruments and Hedgz'ng Activities:

The Company's interest rate risk management strategy uses derivative instruments to minimize earnings
fluctuations caused by interest rate volatility associated with variable rate debt. The derivative financial instruments
used to meet our risk management objectives are interest rate swaps (the “Contracts”). The Company seeks to
maintain the notional amount of the Contracts at not less than 50% of its outstanding debr.

Effective January 1, 2001, the Company adopted Statement of Financial Accounting Standards (“SFAS”) No.
133, “Accounting for Derivative Instruments and Hedging Activities, and SFAS No. 138, an amendment to SFAS
No. 1337, which established new accounting and reporting guidelines for derivative instruments and hedging
activities. SFAS No. 133 and SFAS No. 138 are collectively referred to herein as “SFAS 133”.

37




In adopting SFAS 133, the Company has designated its Contracts as cash flow hedges. The after tax fair value
of these Contracts at the date of adoption was $94,000. The fair value of these Contracts at the date of adoption
of SFAS 133 together with changes in their fair value in subsequent periods are recognized in other compre-
hensive income or loss until such time as the Contracts mature or are terminated. Other comprehensive income
or loss is reflected as a component of shareholders’ equity in the accompanying consolidated balance sheets. The
fair value of the Contracts is principally impacted by fluctuations in interest rates, which continued to decline
during 2002. This decline in interest rates led to an unrealized after-tax loss on the Contracts of approximately
$730,000 for the year ended December 31, 2002 and a pre-tax accrued liability of $4,000,000 at December 31,
2002. The Company does not expect this loss to be realized because the Company expects to retain the
Contracts to maturity. Future fluctuations in interest rates will cause unrealized gains or losses to occur and such
amounts will be adjusted through other comprehensive income or loss as long as the effectiveness of the hedge
is maintained.

The Company formally documents relationships between hedging instruments and hedged items, as well as its
risk management objectives and strategies for undertaking the hedging transactions. An assessment is made at
the hedging transaction’s inception, and on an ongoing basis, to determine whether the derivatives that are used
in hedging transactions are effective in offsetting changes in cash flows of hedged items. The Company believes
the Contracts have been effective in achieving the risk management objectives and will continue to be effective
for the remaining term of the Contracts. Hedge effectiveness is measured at least quarterly based on the relative
change in fair value between the Contracts and the hedged item over time. Any change in fair value resulting
from ineffectiveness, as defined by SFAS 133, is recognized immediately in earnings. For the twelve months
ended December 31, 2002, no gain or loss has been recognized in earnings as no amount of the cash flow hedges
have been determined to be ineffective.

Should it be determined that a Contract is not effective or that it has ceased to be an effective hedge, the
Company will discontinue hedge accounting prospectively. This will occur when (1) offsetting changes in the
fair value of cash flows of the hedged items is no longer effective; (2) the derivative expires or is sold, terminated,
or exercised; or (3) management determines that designation of the Contract as a hedged instrument is no longer
appropriate. When hedge accounting is discontinued because a Contract qualifying as a cash flow hedge is
liquidated or sold prior to maturity, the gain or loss on the Contract at the time of termination remains in
accumulated other comprehensive income or loss and is recognized as an adjustment to interest expense over the
original contract term. In all other situations in which hedge accounting is discontinued, the derivative will be
carried at its fair value on the balance sheet, with changes in its fair value recognized in current earnings.

11. Income Taxes:

The provision for income taxes consists of the foilowing for the years ended December 31:

2002 2001 2000

Currently payable:
Federal $ 13,750,000 $ 9,767,000 $ 5,784,000
State and local 4,066,000 2,863,000 1,621,000
17,8l16,000 12,630,000 7,405,000

Deferred:

Federal (409,000) (1,309,000) (854,000}
State (116,000) (334,000) (209,000)
(525,000) (1,643,000) (1,063,000)
Income tax expense $ 17,291,000 $ 10,987,000 $ 6,342,000
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The components of the net deferred tax asset at December 31 are as follows:

2002 2001
Assets:

Accrued expenses $ 4,906,000 $ 3,514,000
Unrealized hedging loss 1,766,000 1,255,000
Deferred gain 200,000 297,000
Valuation reserves 183,000 955,000
Gross deferred tax assets 7,055,000 6,021,000

Liabilities:
Property and equipment {96,000) (98,000)
Other (58,000) (58,000)
Gross deferred tax liabilities (154,000) (156,000)
Net deferred income taxes as recorded on the balance sheet $ 6,901,000 $ 5,865,000

A reconciliation of the statutory federal income tax rate and the Company’s effective tax rate is summarized
below for the years ended December 31:

2002 2001 2000

Statutory income tax rate 34.0% 34.0% 34.0%
Permanent differences 0.8% 0.7% 0.7%
State and local raxes, net of federal benefit 6.4% 7.2% 7.0%
Other 0.2% 0.2% {0.5%)
Effective income tax rate 41.4% 42.1% 41.2%

12. Related Party Transactions:

The Company leases its corporate offices from BRC. The lease was effective January 1, 1998 for a term of twelve
years with a rental rate of $12.00 per square foot on a total net basis. The lease contains two options to renew
for periods of five years each at then-current marker rates. The rental rates were established by an MAI appraiser
commissioned by the Affiliated Transaction Review Committee of the Company’s Board of Directors, and
confirmed in a review by a second MAI appraiser. Lease expense was $451,000 for the years ended December
31, 2002, 2001 and 2000.

The Company and BRC have also entered into operating lease agreements under which the Company leases
space in a shopping center from BRC. Lease expense under these agreements for the years ended December 31,
2002, 2001, and 2000 was $237,000, $162,000 and $156,000, respectively. These lease agreements have been
approved by the Company’s Affiliated Transaction Review Committee.

BRC paid the Company $10,000 in 2002, $12,500 in 2001, $25,000 in 2000, for miscellaneous services
performed by Company personnel.

The Company acquired printing services from a printing company principally owned by members of the Borror
family. Such services aggregated $142,651, $137,326, and $98,496 for the years ended December 31, 2002,
2001 and 2000, respectively.

13. Retirement Plan:

The Company offers a retirement plan, intended to meet the requirements of Section 401(k) of the Internal
Revenue Code, which covers substantially all employees after one year of service. The Company matches 100%
of the first 3% and 50% of the next 2% of employee voluntary deferrals of compensation. The Company's
contributions to the plan amounted o $671,000, $607,000 and $511,000 for the years ended December 31,
2002, 2001 and 2000, respectively.
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14. Incentive Stock, Executive Deferred Compensation and Supplemental Executive
Retirement Plans:

In March 1994, the Company adopted the Dominion Homes, Inc. Incentive Stock Plan (the “Plan”). The Plan
is administered by the Compensation Committee of the Board of Directors, and provides for grants of
performance awards of Common Shares, restricted Common Shares, incentive stock options and non-qualified
stock options for the purpose of attracting, motivating and retaining employees and eligible directors. The Plan
provides for discretionary grants to employees of the Company and annual non-discretionary stock option
grants to purchase 2,500 shares of stock to each non-employee director. A maximum of 850,000 Common
Shares has been reserved for issuance under the Plan. The Plan provides that grants shall include certain terms
and conditions and be subject to certain restrictions as provided for under applicable provisions of the Internal
Revenue Code and federal securities laws. Restricted Common Shares issued to employees vest 20% per year
except in instances that require the Company's adjusted net worth to exceed $100 million (if the restricted common
shares were granted prior to August 1, 2002) or $175 million (if granted on or after August 1, 2002) and the
employee to remain with the Company at least 5 years after the date of grant. The Company issued 100,000
shares, 30,000 shares and 30,000 shares, subject to the adjusted net worth and length of employment requirement,
for the years ended December 31, 2002, 2001 and 2000. In general, grants of options are subject to vesting
schedules at twenty percenit a year, have an exercise price that is equal to the fair market value on the grant date
(110% of the fair market value for 10% shareholders), and must be exercised within ten years of the grant date
(5 years for 10% shareholders).

In December 1994, the Company adopted a non-qualified Executive Deferred Compensation Plan for directors
and certain executives. Under this plan, participants may elect to defer a portion of their compensation (up to
20% of total base and bonus for employees and 100% of director fees). At December 31 of each year, the
Company provides a matching contribution of 25% of the amount deferred in a given year by a participant,
provided that the Company’s matching contribution will not exceed $2,500 in any year. The Company's
contribution vests in 20% increments over a five-year period. The Company recognized expense for the
Executive Deferred Compensation Plan of $179,000, $199,000 and $80,000 for the plan years ended December
31, 2002, 2001 and 2000, respectively. As originally adopted, contributions were to be converted into theoretical
common shares and adjusted in future periods based on the market value of the Common Shares, similar to
stock appreciation rights. On October 29, 1997, the Board of Directors approved an Amended and Restated
Executive Deferred Compensation Plan under which contribution and matching amounts are used by the
trustee to acquire Common Shares in the open market. These Common Shares are held and voted by the trustee
pursuant to a Rabbi Trust Agreement.

In July 1999, the Company entered inco split dollar agreements (the “Splic Dollar Plan”) that provided life
insurance benefits to certain employees in the event that certain performance and employment criteria were met.
Participating employees were provided with a death benefit during employment, together with a retirement benefit
upon retirement at or after age 55 (or, if sooner, upon a “change in control” of the Company), provided (a) the
employee shall have then completed ten years of service with the Company following implementation of the
agreement, (b) the Company shall have attained adjusted shareholders” equity of $100 million, and (c)
the employee shall have complied with the provisions of the noncompetition covenant for one year following
retirement. Under the termss of the Split Dollar Plan, each participating employee paid a portion of the policy
premiums; the remainder of the premiums were paid by the Company in cash.

The cash value of life insurance contracts was $1,143,000 and $1,218,000 at December 31, 2002 and 2001, respec-
tively. During 2001, the Company determined it was probable that adjusted shareholders’ equity would likely
exceed $100 million during the term of employee participation in the plan. Accordingly, the Company began
to accrue a pro rata share of the total estimated benefit of $4,959,000 over the minimum ten-year term of
participation required to earn the benefit. Amounts expensed under these agreements during 2002 and 2001
were $328,000 and $350,000. If for any reason, the above criteria are not met or adjusted shareholders’ equity
does not exceed $100 million, any accrued benefits will be recognized as income at that time.

In December of 2002, the Company discontinued the split dollar plan arrangement and each of the participating
employees assigned all of his or her interest in the employee’s life insurance policy to the Company in exchange
for the Company’s agreement to provide the employee with a death benefit equal to the face value of the life
insurance policy, should the employee die during the coutse of his or her employment, and a payment in cash
equivalent to the portion of the premiums which the participants had personally paid.
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Effective January 1, 2003, the Company established a non-qualified Supplemental Executive Retirement Plan
that provides retirement benefits to covered employees but only if they terminate employment (other than
because of death) (1) after participating in the program for the number of years specified in their participation
agreement, (2) after the Company’s net worth exceeds $100,000,000 or higher amount specified in their
participation agreement, (3) is terminated by the Company without cause as defined in the plan, (4) terminates
voluntarily but for good reason as defined in the plan or (5) there is a change in control as defined in the plan.
The amount of the benefit is determined on account balances established for each covered employee to which
the Company makes a discretionary annual credit.

A summary of the status of the Company’s Incentive Stock Plan as of December 31, 2002, 2001 and 2000,
respectively, and changes during the years then ended is presented below:

2002 2001 2000

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise

Fixed Options Price Shares Price Shares Price Shares Price
Outstanding at beginning

of year 402,600 $ 4.65 410,600 $ 4.64 533,600 $ 6.32

Granted 7,500 $ 22.05 7,500 $10.40 7,500 $ 5.50

Cancelled or forfeited (500) $ 475 (15,500 $ 7.19 (123,900) $ 12.04

Exercised (239,500) $ 435 - (6,600) $ 3.63

Ourstanding at end of year 170,100 $ 5.83 402,600 $ 4.65 410,600 $ 4.64
Options exercisable at end

of year 158,100 $ 5.68 390,600 $ 4.45 377,100 $ 443

The following table summarizes information about fixed stock options outstanding at December 31, 2002:

Range of Number Weighted Average Number

Year Issued Exercise Prices Cutstanding Remaining Contractual Life Exercisable
1995 $ 4.50 49,000 2 Years 49,000
1996 § 3.25 51,600 3 Years 51,600
1997 $ 475 26,500 4 Years 26,500
1998 $ 13.00 5,000 5 Years 5,000
1999 $7.50-$ 850 23,000 6 Years 11,000
2000 $ 550 2,500 7 Years 2,500
2001 $10.33 5,000 8 Years 5,000
2002 $22.05 7,500 9 Years 7,500
170,100 158,100

15. Commitments and Contingencies:

The Company is involved in various legal proceedings, most of which arise in the ordinary course of business
and some of which are covered by insurance. In the opinion of the Company’s management, none of the claims
relating to such proceedings will have a material adverse effect on the financial condition or results of operations
of the Company.

On December 6, 2002, the Company purchased land adjacent to the main corporate office facility in order to
build a second office building in which the Company will consolidate various short-term leased facilites and
provide for future growth. The new office facility is expected to cost approximately $4,500,000. It is the
Company’s intention to sell and lease back this facility from an as yet undetermined third party. The Company
anticipates financing this expansion with borrowings under the Facility until the building is sold.



16. Quarterly Financial Data (Unaudited)

(in thousands except per share amounts)

Quarter Ended
March 31 June 30 September 30 December 31

Revenues:

2002 § 98,378 $ 133,162 $ 139,360 $ 120,806

2001 $ 67,362 $ 90,649 $ 121,053 $ 116,637
Gross profit:

2002 $ 22,936 $ 29,297 $ 32,706 $ 30,014

2001 $ 15,215 $ 20,583 $ 28,341 $ 26,132
Income before income taxes:

2002 $ 6,995 $ 10,741 $ 12,303 $ 11,747

2001 § 2,006 $ 4957 § 10431 $ 8719
Net income:

2002 § 4,071 $ 6295 § 7227 $ 6,902

2001 $ 1,163 $ 2874 $ 5,881 $ 5,208
Basic earnings per share:

2002 $ 0.63 $ 096 $ 090 $ 086

2001 § 0.8 § 045 $ 093 $ 082
Diluted earnings per share:

2002 $ 062 0.94 $ 0.89 0.84

2001 $ 0.18 0.44 $ 0.89 0.79
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